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WORKING PAPERS AND ONGOING RESEARCH  
 
 
DO MENU COSTS MAKE PRICES STICKY? 
  

This paper studies whether menu costs are large enough to explain why 
firms are so reluctant to change their prices. Without actually 
estimating menu costs, we can infer their relevance for firms' price 
setting decisions from observed pricing behavior around a currency 
changeover. At a currency changeover, firms have to reprint their price 
tags (menus) independently of whether or not they want to change 
prices. And if this is costly, firms' price setting behavior is altered in 
the months around the changeover. Using data from the Euro-
changeover, the paper estimates that menu costs can explain a 
stickiness of around 30 days which is considerably less than the 7 to 
24-month stickiness we observe in retailing and in the service sector. 
The reluctance of firms to adjust prices more frequently appears to be 
caused by factors other than menu costs.  

 
COSTLY INFLATION MISPERCEPTIONS 

(with Stephan Maier) 
 

This paper estimates the economic costs of the euro changeover in 
January 2002. The changeover appears to have caused a decline in 
economic activity in several sectors. For the German restaurant sector 
alone we estimate revenue losses of more than two billion euros. This 
type of .side effect. of the changeover was unnecessary and could have 
been avoided. Policy recommendations for future changeovers are 
provided. 

 
COPING WITH PEOPLE’S INFLATION PERCEPTION DURING CURRENCY CHANGEOVERS 
 (with Timothy Coombs) 
 

The gap between actual and perceived inflation is one of the more 
unexpected consequences of the euro changeover in January 2002. 
In this note we argue that this gap was caused by a lack of 
preparation and experience of the authorities to appropriately 
communicate with the public during the changeover. Using 
principles of crisis communication we identify the mistakes made 
and give policy recommendations for future changeovers.  

 
 

JOB MARKET PAPER: Price Setting Behaviour and Price Setting Regulations  
  at the Euro Changeover 

 
The goal of this paper is twofold. First, I document the impact of the 
Euro changeover on (relative) prices. The impact was mostly 
transitory, where prices returned to their pre-changeover level within 
a few weeks. But in some industries, especially services, the impact 
appears to be persistent. The second goal of the paper is normative. 
The impact differs widely across Euro-countries and there are some 
countries where price setting at the changeover does not appear to be 
much different than during other periods. Focusing on Austria and 
Germany, I argue that the reason for this is the way in which the 



countries regulated price setting at the changeover. A theoretical 
discussion about transitory and persistent non-neutralities of a 
currency changeover is provided. 

 
 

Can “Price Stickiness” Explain the Persistent Price increases at the Euro Changeover? 
 

The central assumption of this paper is that the transitory and the 
persistent price increases we observed at the Euro changeover have 
the same underlying cause: firms trying to take advantage of the 
confusion among consumers that comes with the introduction of a 
new and unfamiliar currency and the changing of all nominal prices. 
The hypothesis is that services prices only appear to have increased 
persistently because firms in these sectors tend to keep their prices 
unchanged for several months. The trade off these firms face is 
between the short run gains from taking advantage of the confusion 
and the losses in future months when the confusion disappeared but 
prices are still above the “optimum”. Simulations of the model show 
that price stickiness may have contributed to the increase but is not 
enough to explain the magnitude we observe in the data. 

 
  
 


